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CONFIDENTIAL SECTION 01 OF 02 BONN 18407 
E.O. 11652: GDS 

TAGS: PFOR, GW, YO, EGEN, EFIN, EAID 

SUBJECT: ECONOMIC COOPERATION BETWEEN FRG AND 

YUGOSLAVIA 

REF: (A) BELGRADE 5539 (NOTAL); (B) BONN A-486 (NOTAL); 

(C) BONN 18017 (NOTAL) 

SUMMARY: FRG FONOFF CONFIRMS PLAN TO PROVIDE 
YUGOSLAVIA WITH ADDITIONAL 700 MILLION DM CREDIT. 

TERMS NOT YET NEGOTIATED BUT IT IS CLEAR THAT LOAN 
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WILL BE PROVIDED WITHIN FRAMEWORK OF FRG'S DEVELOPMENT 
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ASSISTANCE PROGRAM. GENERAL OUTLINE OF PLAN BECAME 
PUBLIC IN EARLY DECEMBER AS RESULT OF NEWS LEAK AND 
HAS DRAWN CONSIDERABLE FIRE FROM OPPOSITION IN BUNDES- 
TAG. OPPOSITION CALLS IT CAPITULATION TO YUGOSLAV 
REPARATION DEMANDS. FONOFF DESCRIBES IT TO US AS PART 
OF FRG EFFORT TO CONTRIBUTE TO STABILITY IN YUGOSLAVIA. 

IN WHICH FRG HAS PROFOUND POLITICAL INTEREST. END 
SUMMARY. 

1. OUR SOURCES IN FONOFF AND AID MINISTRY POINT OUT 
THAT THIS ADDITIONAL CREDIT (SUPPLEMENTING 300 MILLION 
DM GRANTED A YEAR AGO-SEE REFTEL B) IS FIRST CONCRETE 
RESULT OF AGREEMENT REACHED BETWEEN BRANDT AND TITO 
(DURING BRANDT'S APRIL 16-19 VISIT TO YUGOSLAVIA) TO 
BASE THEIR RELATIONS ON PRESENT AND FUTURE COOPERATION 
RATHER THAN ON CLAIMS EMANATING FROM THE PAST (I.E. 
YUGOSLAVIA'S REPARATION CLAIMS). DISCUSSIONS HAVE BEEN 
CARRIED ON THROUGH DIPLOMATIC CHANNELS (ALMOST ENTIRELY 
HERE IN BONN) SINCE EARLY OCTOBER CONCERNING THE OVER- 
ALL SIZE OF THE CREDIT AND THE GENERAL CONDITIONS 

WHICH SHOULD APPLY TO IT. 

2. FONOFF AND CHANCELLERY OFFICIALS WHO WERE INVOLVED 
IN THESE DISCUSSIONS WANTED TO KEEP THEM CONFIDENTIAL 
BUT FAILED. ALTHOUGH LEAK 

APPARENTLY OCCURRED HERE. FIRST MENTION OF NEW CREDIT 
CAME IN ARTICLE IN SUEDDEUTSCHE ZEITUNG WITH BELGRADE 
DATELINE. THIS PROMPTED AID MINISTER EPPLER TO GIVE 
A PRESS CONFERENCE IN WHICH HE CONFIRMED THE ESSENTIALS 
OF THE SZ STORY. HE DID THIS BEFORE THE APPROPRIATE 
BUNDESTAG COMMITTEES (FOREIGN AFFAIRS AND FOREIGN 
ASSISTANCE) HAD BEEN INFORMED AND BEFORE THE GOVERNMENT 
HAD AN OPPORTUNITY TO BRIEF THE LEADERS OF THE THREE 
PARLIAMENTARY GROUPS IN THE BUNDESTAG. THE RESULT HAS 
BEEN A GOOD DEAL OF ILL WILL. SOME OF WHICH PROBABLY 
COULD HAVE BEEN AVOIDED. 

3. THE PRECISE TERMS OF THE CREDIT HAVE NOT BEEN 
ESTABLISHED. OUR FONOFF CONTACT EXPECTS NEGOTIATIONS 
TO BEGIN SOME TIME IN JANUARY. THE CREDIT WILL BE 
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GRANTED AS PART OF THE FRG DEVELOPMENT ASSISTANCE 
PROGRAM AND THE FUNDS WILL THEREFORE COME FROM THE AID 
MINISTRY'S BUDGET. SHOULD THIS HAPPEN THE BUNDESTAG 
WILL HAVE TO RAISE THE OBLIGATIONAL CEILING FOR FOREIGN 
AID FROM ITS PRESENT 2 BILLION DMLLI GIVEN THE SIZE OF THIS 
CREDIT. LIKE MOST FRG DEVELOOMENT ASSISTANCE CREDITS, 

IT WILL PROBABLY HAVE A 30 YEAR MATURITY AND AN INTEREST 
RATE OF 2 PERCENT. THE FONOFF WOULD LIKE IT TO BE PAID 
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OUT OVER A RELATIVELY LONG PERIOD-SAY 5 TO 8 YEARS-- 
NOT ONLY TO LESSEN THE IMPACT ON THE AID MINISTRY'S 
ANNUAL BUDGET BUT ALSO TO DELAY AS LONG AS POSSIBLE 
THE DAY WHEN THE YUGOSLAVS WILL ONCE AGAIN COME TO 
BONN SAYING, IN EFFECT, "WHAT HAVE YOU DONE FOR ME 
LATELY." 

4. IN ADDITION, THE NEGOTIATIONS MUST DECIDE WHAT FORM 
THE CREDIT IS TO TAKE-I.E. HOW MUCH FOR PROIECTS AND 
HOW MUCH FOR COMMODITY ASSISTANCE. THE YUGOSLAVS 
WOULD APPARENTLY PREFER AS MUCH UNTIED COMMODITY 
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ASSISTANCE AS POSSIBLE, BUT OUR FONOFF CONTACT POINTS 
OUT THAT THE MORE COMMODITY ASSISTANCE THERE IS THE 
MORE DIFFICULT IT WILL BE TO REPRESENT THE CREDIT 
CONVINCINGLY AS DEVELOPMENT ASSISTANCE RATHER THAN A 
SUBSTITUTE FOR REPARATIONS. PROJECT ASSISTANCE, ON 
THE OTHER HAND, COULD BE DIFFICULT FOR THE YUGOSLAVS 
TO ACCEPT IF IT ENTAILED CLOSE SUPERVISION OF THE 
RELEVANT PROJECTS BY FRG INSPECTORS OPERATING UNDER 
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THE TERMS OF THE KWA LEGISLATION. THERE WILL PROBABLY 
BE A MIXTURE OF THE TWO. (COMMENT: YUGOSLAVIA MAY BE 
TRYING TO CASH IN ON THE FRG'S DECISION TO UNTIE 
COMMODITY AID IN BILATERAL AGREEMENTSSIGNED BY THE FRG 
SINCE AUGUST 1973 AS REPORTED REF C.) 

5. THE OPPOSITION HAS ARGUED THAT THIS CREDIT CONSTI- 
TUTES AN UNJUSTIFIABLY LARGE DOSE OF DEVELOOMENT 
ASSISTANCE TO A COUNTRY WHICH, NOTWITHSTANDING ITS DAC 
RATING, HARDLY QUALIFIES FOR SUCH ASSISTANCE. THE 
REAL REASON FOR THE GOVERNMENT'S DECISION, OPPOSITION 
SPOKESMEN SAY, IS A DETERMINATION, REACHED ON POLITICAL 
GROUNDS, TO CAPITULATE TO YUGOSLAV REPARATIONS DEMANDS. 
OUR FONOFF CONTACT CALLS THIS A MISLEADING AND 
INACCURATE INTERPRETATION, ALTHOUGH HE CONCEDES THAT, 

BY DINT OF FREQUENT REPETITION, IT IS MAKING SOME 
HEADWAY IN THE PUBLIC MIND. 

6. THE BROAD COMMITMENT ON GENEROUS ECONOMIC COOPERATION 
WHICH BRANDT MADE TO TITO DURING APRIL 1973 VISIT TO 
YUGOSLAVIA IS, FONOFF REP ADMITS, AN UNDERLYING REASON 

FOR GRANTING OF THIS CREDIT. MORE BASIC REASON, 

HOWEVER, IS DEEP CONCERN IN FRG OVER PROSPECTS FOR 
POLITICAL STABILITY IN YUGOSLAVIA IN COMING YEARS, 

AND HOPE THAT ECONOMIC COOPERATION CAN BE DEVELOPED IN 
SUCH A WAY AS TO CONTRIBUTE TO FUTURE STABILITY. FOR 
ONE THING, FRG INTENDS TO TRY TO FOCUS A LARGE PART OF 
ITS ASSISTANCE, AS WELL AS OF FUTURE FRG INVESTMENT IN 
YUGOSLAVIA, ON THE SOUTHERN AND EASTERN PARTS OF THE 
COUNTRY SO AS TO REMOVE SOME OF THE MORE EXTREME 
INEQUALITIES AND CREATE A BETTER ECONOMIC AND SOCIAL 
BALANCE. THE YUGOSLAVIAN GUEST WORKERS IN THE FRG, 

WHO HAVE LEVELED OUT AT ABOUT 500,000, ALSO PLAY A 
ROLE IN FRG PLANNING. IT IS FRG POLICY, NOW THAT A 
PLATEAU HAS BEEN REACHED, TO ROTATE GUEST WORKERS, 
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PARTICULARLY THE MORE HIGHLY TRAINED ONES, BACK TO 
YUGOSLAVIA AFTER A TIME; THE FRG IS THEREFORE ALSO 
CONCERNED WHERE POSSIBLE TO PURSUE A DEVELOPMENT POLICY 
WHICH WILL CREATE APPROPRIATE JOBS IN YUGOSLAVIA TO 
ABSORB THESE RETURNING WORKERS. 

HILLENBRAND 
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